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atin 
KOREA KEY ECONOMIC INDICATORS 


Unless otherwise indicated, all values are in current U.S. $ Million and represent period 
averages. 

Exchange Rate: US$1.00=850.3 won Est. Percent Change 

As of March 30, 1985 1983 1984 1985 1983 1984 1985 


INCOME, PRODUCTION, EMPLOYMENT 
GNP 75,280 81,071 84,360 12.8* 11.8* 11.8* 
GNP at Constant (1980) Prices 75,208 80,902 86,970 9.5* 7.6* 7.5* 
Per Capita GNP ($) 1,884 1,998 2,047 ll.l* 10.1* 10.1* 
Plant & Equipment Investment 8,511 9,565 9,703 12.0* 16.7% 10.0* 
Personal Income 56,730 60,092 61,521 10.3* 10.0* 10.0* 
Indices: 1980=100 
Industrial Production 137.0 357.5 “179.6 15.8 14.0 
Avg. Labor Productivity 140.3 154.2 169.8 12.5 10.1 
Avg. Industrial Wage 154.2 165.7 © 177.3 11.9 
Labor Force (Thous.) 15,128 14,984 15,200 we 
Avg. Unemployment Rate (%) 4.1 3.8 4.0 
Total Population (Thous. Mid-year) 39,951 40,578 41,209 


MONEY AND PRICES 
Money Supply (M2) 1/ 28,835 29,860 30,742 
Interest Rates (Comml. Banks) 10.0 10.3 11.6 
Indices: 1980=100 
Wholesale Price 126.3 iZj«<2 129.5 
Consumer Price, all cities 134.5 i376 Wks 
GNP Deflator 127.8 132.9 36.2 


BALANCE OF PAYMENTS AND TRADE 
Gold and FX Reserves 1/ 6,910 7,650 7,700 
External Debt 1/ 2/ 40,500 43,100 45,100 
Annual Debt Service 3/ 4,660 5,610 6,260 
Annual Debt Service Ratio (%) 3/ 25.3 16.7 17.0 
Balance on Current Account -1,606 <-1,362 -1,100 
Balance of Trade (FOB) -1,764 <-1,089 -800 
Exports (FOB), Customs Basis 24,445 29,245 31,000 
To U.S. 8,245 10,479 11,000 
Imports (CIF), Customs Basis 26,192 30,631 32,500 
From U.S. 6,274 6,875 7,600 
Average Exchange Rate (Won/US$) 776.2 806.0 866.0 
Period-End Exc e Rate (Won/US$ 795.5 827.4 880.0 


A. Major imports from the U.S. in 1984 (in U.S. $ million, CIF): Electronics and 
Electrical Machinery ($1,034), Non-electrical Machinery ($841), Grain ($761), Chemicals 
and chemical related products ($638), Raw Cotton ($489), Raw Hides & Skins ($434), Iron & 
Steel ($337), Pulp and Papers ($253), Logs ($151) and Coal ($127). 


B. Major exports to the U.S. in 1984 (in U.S. $ million, FOB): Electronics and 
Electrical Machinery ($2,240), Textiles ($2,178), Iron & Steel Products ($1,147), 


Footwear ($945), Leather Products ($620), Ships ($557), Toys ($459), and Rubber Tires and 
Tubes ($209). 


Footnotes: * Percentage changes calculated in won terms. ** Discontinuity in a time 
series. 1/ Data are for end of period. 2/ All external debt including debt of under one 
year maturity. 3/ Includes payments on debt of one year and longer maturity as a 
percentage of total exports of goods and services. 


Source: Embassy estimates, Bank of Korea, Economic Planning Board and Ministry of Finance. 





OVERVIEW 


In 1984, the Republic of Korea (ROK) stayed firmly on the path of 
high growth, low inflation, and gradual economic liberalization it 
has followed since tight monetary and fiscal policies were initiated 
in early 1982. Output (GNP) grew 7.6 percent in real terms during 
1984 to about $81 billion (about $2,000 per capita), with inflation 
up slightly to 4 percent. Korean exports grew 20 percent and 
imports 17 percent during the year, and Korea's trade and current 
accounts deficits dropped to $1 billion and $1.4 _ billion, 
respectively. Korea's international debt grew 6 percent to 

$43.1 billion at year-end, 1984, while its international reserves 
grew 11 percent to $7.7 billion. The gradual shift from debt to 
equity financing continued, with Korea chalking up its best year for 
foreign investment in a generation, and there was continued progress 
in the ongoing import and financial sector  liberalizations. 
Government planning assumptions for 1985 foresee a virtual replay of 
1984, with about 7 percent real growth and 3-4 percent inflation, 
trade and current account deficits somewhat below $1 billion, 
slightly looser fiscal and monetary policy, and continued improve- 
ments in Korea's investment climate and performance. Despite a slow 
start in January and February that stimulated modest corrective 
action, and some improvement in March, Korean policymakers remain 
confident that their major macroeconomic targets are attainable. 
Private sector observers tend to be somewhat less sanguine, and 
pressure for stronger policy adjustments is likely to mount if 
Korea's trade and current accounts balances do not pick up in 2nd 
quarter 1985. 


II. POLITICAL SETTING 


Korea has gone through an exhilarating domestic political season in 
the last few months that is still unfolding as this is written in 
early April, 1985. Newsmedia coverage was expanded and the list of 
banned politicians reduced dramatically before the National Assembly 
election campaign, which culminated February 12 in a surprisingly 
strong showing for the New Korea Democratic Party (NKDP), a new 
opposition grouping that includes many once-banned politicians. In 
early April, after weeks of jockeying and media speculation, many 
leaders of the other opposition parties bolted to the NKDP, 
suggesting that a two-party system may be evolving again after 
several years of multi-party politics. President Chun, Doo Hwan is 
scheduled to step down at the end of his 7 year term in early March, 
1988: a voluntary constitutional relinquishment of power without 
precedent in modern Korean history. Intense political wrangling is 
expected after the new Assembly convenes in mid-April in an effort 
to hammer out a broad consensus on political arrangements that would 
permit the peaceful transfer of power to, and exercise of that power 
by, a new president. 
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The ruling Democratic Justice Party (DJP) did win a plurality of 
seats in the new Assembly, but did not do as well as DJP officials 
had hoped and expected. Shortly after the election, the DJP 
chairmanship was taken over by Roh, Tae Woo, a retired general and 
former Sports Minister who currently heads the Korean Amateur Sports 
Association (KASA) and the Seoul Olympic Organizing Committee 
(SLOOC). As head of KASA, he would lead the ROK side in sports 
talks with North Korea; he now holds 3 of the higher visibility 
positions in the Republic. The commitment of the Chun 
administration to stable economic policies was underscored when all 
the economic ministers but one (Agriculture & Fisheries) were 
retained in a post-election cabinet reshuffle: the first since the 
last cabinet was formed the week after the North Korean 
assassination of 17 senior ROK officials (including 4 ministers) in 
Rangoon in October, 1983. 


Stability is also a major theme in Korea's relations with its major 
trading partners and neighbors. President Chun visited Tokyo last 
September -- the first ever official visit by a ROK head of state -- 
and he will visit President Reagan again in Washington in late 
April. In the last few months, indirect economic contacts with the 
Peoples Republic of China have been supplemented with direct 
contacts with PRC officials in Seoul for the September meeting of 
the Asian National Olympic Committees and in Hong Kong to arrange 
the return of a PRC torpedo boat that drifted into South Korean 
waters in March after an abortive mutiny. 


The international side also saw a series of mood swings on talks 
between the two Korea's and on the 1988 Seoul Olympics. Only 8 days 


after an effusive meeting on economic issues between North and South 
on November 15 at Panmunjom, a Soviet language student defected 
through the truce village, pursued by North Korean guards who 
started a firefight that left several dead and wounded. Economic 
and Red Cross talks scheduled for January were cancelled, only to be 
rescheduled in early April for May 17 in Panmunjom and May 28 in 
Seoul, respectively. Despite unhappy memories of the Soviet 
shootdown of KAL flight 7 in September 1983, the Korean people and 
government received several world-class Soviet and Eastern European 
ice skaters warmly in Korea at the end of March. Over the same 
weekend, the wire services reported that the Soviet National Olympic 
Committee had decided to participate in the Seoul Olympics as part 
of an effort to secure the 1996 Winter Olympic Games for Leningrad. 
Korea will host hundreds of international events between now and the 
1988 Olympics, among them the 1985 joint meeting of the World Bank 
and the International Monetary Fund and the 1986 Asian Games, but 


none will have the enormous potential prestige (and logistical 
headaches) of the Olympics. 





III. KOREAN ECONOMIC TRENDS 


Macroeconomic Performance: After hitting 9.5 percent real GNP 
growth in 1983, the Korean economy settled back to the more 
sustainable 7.5 percent range projected in the revised Economic and 
Social Development Plan for 1984-86. As has happened often since 
Korea adopted an  outward-looking economic strategy in the 
mid-1960's, the primary "engine of growth" was exports, which 
accounted for just over half of Korea's 7.6 percent real growth 
during 1984. GNP was about $81 billion and per capita GNP about 
$2,000; they are expected to exceed $90 billion and $2,250, 
respectively, in 1986. 


For the third year in a row, inflation was in the low-to-middle 
single digits, with the GNP deflator (the best single measure of 
inflation) up 4 percent in 1984, after increases of 7 percent in 
1982 and 3 percent in 1983. Stable or falling international prices 
for the raw materials and energy Korea must import helped, but much 
of the credit goes to the government's fiscal and monetary policies, 
which have grown increasingly tight since early 1982. During the 
strong growth years (1965-79) of the Park era, Korea averaged almost 
9 percent real growth and 15 percent inflation, and had interest 
rates that were often negative in real terms. Today's environment 
of slightly lower growth but much lower inflation and much higher 
real interest rates makes market allocation of real resources more 
competitive and efficient, but it also raises the risks of failure 
for marginal investments or bad management. 


Adjustment to Growth: Just as Korea was seen as a model for 


export-led growth during the 1970's, it is now cited as a model for 
adjustment to the adverse worldwide economic conditions of the early 
1980's. In fact, Korea faced several problems around 1980: the 
assassination of President Park in late 1979, sharply higher energy 
prices, and a worldwide recession that squeezed its export markets. 
For the 1979-81 period, Korea's current account deficit averaged 
$4.3 billion per year; real growth averaged 2.5 percent; and 
inflation averaged over 20 percent. 


The world environment has improved since 1980-81, but not as much as 
the Korean economy. Still, adjustment has some costs, even when the 
situation is improving overall. One example is Korean construction 
companies in the Middle East, which have recently been forced to 
consolidate and cut back severely as oil export prices and volumes 
have declined from 1980 levels. Another example is Kukje-ICC, which 
was Korea's sixth largest conglomerate before it foundered in early 
1985 in a sea of rising debt. Some observers have pointed to 
nepotism (8 of the chairman's 9 sons-in-law had been in senior 
positions with the company or its subsidiaries), but much of its 
difficulty was failure to adjust to rapidly changing circumstances. 
Kukje lost market share to other Korean companies in key areas of 
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textiles and footwear, and it tried to finance a futuristic 

$75 million new headquarters building with very expensive short term 
money. Rather than let creditors of a bankrupt large company fight 
over the remainders in court, Korean practice is to find other 
companies to absorb the parts and meet their contractual and debt 
Obligations. The government has announced that it expects no 
further large company collapses, but Kukje's fate is a reminder that 
real competition means there can be losers, as well as winners, even 
among large companies. 


Adjusting to a Strong Won: During 1984, the won fell about 

6 percent against the dollar, but at the same time gained about 

5 percent against the Yen, 16 percent against the French Franc and 
the Deutschemark, and 32 percent against the British Pound. Other 
things being equal, this made Korean goods slightly cheaper in the 
U.S. market at year end 1984 than the year before, but more 
expensive in Japan and Europe. In mid-March, the Minister of 
Finance told a news conference that he felt the won might be 
overvalued 5 to 10 percent, but he flatly ruled out any "one-shot" 
devaluation, saying the won would continue to fluctuate with a 
trade-weighted "basket" of currencies. The won depreciated about 

3 percent against the dollar in the first two and one half months of 


1985, but since the Minister's statement has fluctuated around the 
850 won/$1 range. 


Monetary and Fiscal Policy: Korea's monetary policy has been 
tightening since early 1982, when the money supply (M2) growth was 
well over nominal GNP growth. In 1984, it averaged 10.7 percent, 
well below nominal growth of 11.7 percent. M2 growth in first 
quarter, 1985 averaged 9 percent from the same period of 1984, 
probably very close to the nominal GNP growth of that one-year 
period. Tighter money continues to put upward pressure on interest 
rates, and real interest rates have increased significantly with 
inflation limited to the 3-4 percent range. 


Fiscal policy in 1984 was equally tight, with the 1984 budget 
spending frozen at 1983 levels. Growing revenues produced a billion 
dollar surplus that covered most of the perennial deficits in the 
off-budget special funds and accounts. The 1985 budget and 1986 
budget plan peg spending growth at nominal growth levels now 
expected for those years: not as tight as 1984, but not exactly 
expansionary, either. However, a $660 million supplement to the 
1985 budget now under consideration to finance road and airport 
terminal construction would eat up much of the expected 1985 budget 
surplus of $1.1 billion, and would raise spending 2-3 percentage 
points over expected nominal growth. 


Balance of Payments & Foreign Debt: Korea's current account deficit 
shrank from $1.9 billion in 1983 to $1.4 billion in 1984, helped by 
December's record $3 billion in exports. However, exports fell 
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below $2 billion in both January and February 1985, putting Korea's 
current account for the first two months of 1985 almost $600 million 
in the red, and stimulating corrective actions by the ROKG. The 
actions included cutting red tape and raising financing ratios 
slightly to stimulate exports, limits on some luxury” or 
"non-essential" imports, and measures to conserve foreign exchange, 
such as reduced limits for official travelers and _ students. 
Preliminary data suggest that Korea had slight trade and current 
accounts surpluses in March, 1985. The 1985 current account deficit 
now seems likely to reach perhaps $1.1 billion, about 25 percent 
lower than the 1984 deficit. 


Gross foreign borrowings for 1985 are targeted at $5.8 billion, down 
from $6 billion in 1984. Korea has had little trouble borrowing on 
international capital markets on favorable terms, and several more 
foreign banks are reportedly interested in joining the 50 foreign 
bank branches and 22 representative offices now operating in Korea. 
Foreign debt outstanding at year-end 1985 is now forecast at 

$45.1 billion (4.6 percent over year-end 1984), as the rate of 
growth of Korea's international debt continues to slow, and Korea 
continues its shift from shorter to longer maturities. Korea's 
overall debt service ratio (including interest on short term debt) 
is expected to remain at about 20 percent in 1985. 


Financial Sector Liberalization: In November, the Bank of Korea 
(BOK) raised interest rates for depositors (to 10 percent for terms 
of 1 year or longer) and widened the range of rates banks may charge 
borrowers. (The range is now 10.0 to 11.5 percent.) On March 1, 


foreign banks were given access to the BOK's won rediscount window 
for export finance, with the tradeoffs of partial offsetting 
reductions in their swap arrangements and some requirements for 
domestic loan guarantees. In the first month of access, foreign 
banks borrowed 1.9 billion won (about $2.2 million) for export 
finance from the BOK. Foreign bankers are hopeful that much more 
use of the facility will be achieved as they gear up to use it and 
as they find ways to raise the 30 percent share of the won face 
amount the BOK does not cover in rediscounting, but a number of 
formidable obstacles must still be cleared away. Foreign bank 
access to trust business in Korea is scheduled for July 1, 1985, and 
full access to the BOK rediscount window has been pledged for early 
1986, as part of a phased program to more foreign banks toward the 
desired goal of "national treatment." Further general liberalizing 
steps in the financial sector seem likely as the Korean government 
continues its efforts to make Korean banking and other service 
industries more competitive by gradually relaxing constraints and 
gradually increasing their exposure to international competition. 
However, resistance to liberalization in these areas runs deep, from 
those who fear real competition, especially with foreigners, and 
those who fear change itself. 
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Financial sector liberalization has a deeper structural effect as 
well. Much of Korea's spectacular growth in the 1970's can be 
attributed to astute allocation of Korean and borrowed resources by 
Korea's technocrats through tight control of credit allocation. The 
technocrats now believe that Korea's much larger economy can be 
managéd more efficiently through market and market-like mechanisms, 
provided markets are not distorted by inflationary expectations or 
speculation. This underlies the government's strong policy emphasis 
on tight fiscal and monetary policies, and its efforts to confiscate 
“unwarranted" or “excessive” capital gains from real estate. The 
latter will be facilitated by the extension of a mandatory land 
registration system tested in Taegu last year to the Seoul 
Inchon/Puchon area. 


Commodity Trade and Import Liberalization: Korean exports (FOB) 
grew almost 20 percent during 1984 to $29.2 billion, while imports 
(CIF) increased 17 percent to $30.6 billion. Korea's trade surplus 
with the U.S. grew from $2 billion in 1983 to $3.6 billion in 1984, 
while its trade deficit with Japan remained around $3 billion, on 
1984 trade volumes of $17.4 billion and $12.2 billion, 
respectively. U.S. Commerce Department data (exports FAS, imports 
CIF) put the 1984 U.S. trade deficit with Korea at $4.2 billion ona 
trade volume of $15.9 billion: a trade volume that makes Korea our 
seventh largest trading partner, well ahead of France, Italy, and 
Hong Kong. In 1984, the U.S. took 36 percent of Korea's exports and 
accounted for 22 percent of its imports, while Japan took 16 percent 
of Korea's exports and supplied 25 percent of its imports. 


Preliminary Korean data for first quarter, 1985, put Korean exports 


at $5.8 billion and imports at $7.0 billion, down 8 percent and 

4 percent, respectively, from 1984 levels. The lower than expected 
exports and higher than expected trade deficit have led to close 
surveillance of "non-essential" imports, but not to new 
across-the-board import restrictions. Senior Korean spokesmen 
continue to stress Korea's commitment to continued import 
liberalization, even when Korea is running significant current 
account and trade deficits. They point to a liberalization ratio 
(share of items free of non-tariff barriers) that has gone from less 
than 70 percent in 1981 to 88 percent in 1985 and will reach 

92 percent in 1986. (The liberalization ratios would be 
considerably lower if based on import value, rather than 
categories.) They also point to the 5 year schedule of phased 
tariff reductions enacted in 1983 that will bring Korea's average 
tariff from 23 percent to 17 percent by 1988. Even so, the 
remaining restrictions and tariffs are likely to keep Korea's 


imports skewed heavily toward capital and intermediate goods and raw 
materials. 
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Investment and Investment Liberalization: Last year was the 
brightest year for foreign investment in Korea in a generation. Al] 
time highs of $419 million and $171 million dollars were recorded in 
investment approvals and arrivals, respectively. Last year marked 
the third year in a row in which investment approvals grew strongly, 
with investment approvals during 1984 almost triple that of 1980 and 
1981. Investment arrivals, which normally lag investment approvals 
by several months or more, jumped 70 percent from the $101 million 
per year they averaged from 1980 to 1983. 


U.S. investments were concentrated in manufacturing, particularly 
electronics and automobile parts, while investments from Japan 
focused on services, especially hotels and tourism. Investment 
interest is increasing in new projects (about half of the investment 
volume’ of 1984), and the average equity share held by foreign 
investors is growing rapidly, especially in the areas. of 
electronics, hotels and tourism, and construction and services, 
where foreign equity now averages almost 70 percent in each sector. 
There were two very large (around $100 million) investments: a 

$101 million investment by General Motors in an auto and auto parts 
joint venture with Daewoo, and $93 million investment by the Lotte 
Group (Korean residents of Japan) for a new hotel in Pusan. Profit 
remittances grew substantially (from $55 to $67 million) during 
1984, reflecting the strong growth of the Korean economy and the 
removal of all remaining formal restrictions on capital and profit 
repatriation in mid-1984. 


The Korean Government introduced a "negative list" system in 
mid-1984, opening up for foreign investment all areas not 
specifically prohibited or restricted by the list. In the process, 
the share of Korea's 999 industrial subsectors open to foreign 
investment was raised from 69 to 85 percent. The first full review 
of the "negative list" is scheduled for June or July 1985. A 
further substantial opening up (reduction of the list) is expected 
then and in subsequent years; a senior government economic policy- 
maker recently announced that the "negative list" will shrink to 
about 10 percent of Korea's industries by 1988. 


Investment prospects in Korea remain bright for 1985 and beyond as 
the country gears up to host several major international events. 
Continued liberalization (‘opening up) of the foreign investment 
regime in Korea can be expected, as the government continues its 
efforts to rely increasingly on equity rather than debt financing 
and as Korean industries seek the technology they need _ in 
increasingly competitive world markets. There are still some 
problems of implementation, as some bureaucrats and vested interests 
in the private sector fear foreign competition at home, and the more 
sensitive areas are not yet open to foreign investment. However, 
the direction of the change toward much greater openness, and the 
positive response of international investors, is clear. 
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Inteliectual Property Protection: One of the weaknesses in Korea's 
investment climiate has been its spotty protection of intellectual 
property rights. For example, Korea has a "process" patent, but not 
a "product" patent, for chemicals and pharmaceuticals. This leaves 
the door open for copying a product by altering one step in the 
production process. A move toward full "product" patent protection 
by 1987 is now under consideration. Korea's copyright law currently 
provides virtually no protection for foreign works. A 1984 draft 
revision to the 1958 law would have provided a small improvement by 
permitting works by foreign residents of Korea and works originally 
published in Korea to be protected. The 1984 draft revision was not 
passed by the National Assembly, but a new draft, which Korean 
officials say will include better protection for foreign works, is 
now in preparation. There is currently no protection for computer 
software, but the Korean Office of Patent Administration (OPA) has 
announced it will study this area this year. 


In April, 1985, Korean newspapers reported that Korean officials 
were planning to take several steps soon to speed up the timetable 
of intellectual property protection. They said Korea would probably 
join the Berne Convention and other’ international copyright 
protection organizations this year. They also said Korea would take 
further steps to protect trademarks, including establishment of a 
joint public/private sector counterfeit prevention committee. 


Electronics: This is one of Korea's most competitive sectors. 
Output of electronics and electrical machinery grew 34 percent in 
real terms in 1984, while exports grew over 32 percent. For the 
second year in a row, Korea's $6.4 billion international trade in 
this area was virtually balanced with the world, and strongly 
positive with the United States ($2.2 billion exports, $1.0 billion 
in imports). Korea has become an_ increasingly competitive 
semiconductor producer, and will become more so when production of 
256K D-RAM chips begins in May or June at Samsung's new plant near 
Suwon. In 1985, Korean exports of video recorders and tape have 
begun to provide the first serious challenge to the Japanese in U.S. 
and other markets; the Japanese seem to be responding by cutting 
prices significantly across the board. Electronics is an area where 
the ability of Korea's work force to adapt quickly to changing 
technologies and market conditions should keep Korea competitive at 
least through the rest of the 1980's, even with the continuing need 
for external technology and finance. 


Steel: Korean production of iron and steel products grew 7 percent 
in 1984. In a year when Korea's overall exports grew almost 

20 percent, Korean exports of steel and other metal products grew 
only 6.5 percent: due in large part to strong domestic demand for 
Steel and steel products, but also to formal and_ informal 
restrictions on steel imports in Korea's largest markets, especially 
Japan. In early 1985, the U.S. and Korea reached agreement on a 
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5 year voluntary restraint program that limits Korean steel exports 
to the U.S. (from October, 1985) to approximately 1.9 percent of the 
U.S. market. 


Shipbuilding and Automobiles: Exports of Korea's shipbuilding 
industry (a major user of Korean steel) were up 25 percent over 1983 
to $4.7 billion, against $3.1 billion in imports of ships for 
refurbishing and other transport equipment. Korea now builds about 
20 percent of the world gross tonnage. Korea's ship yards are 
booked through 1985, but orders so far for 1986 have been very slow 
worldwide, leaving what some regard as the world's most efficient 
shipbuilding complexes with some spare capacity in 1986. Korea's 
domestic car market expanded 8 percent in 1984. Korea has been 
exporting small amounts of autos and parts to third world markets, 
but in 1984 it entered the Canadian market and was very well 
received. It began 1984 expecting to sell perhaps 5,000 Hyundai 
Ponies there, and wound up selling 25,000. In early 1985, some 

300 Canadian car dealers toured Hyundai's plant at Ulsan, where 
production of the new front-wheel drive Pony Excell has begun. 
Hyundai seems likely to test the U.S. market later this year with 
the Excell, and the General Motors/Daewoo joint venture car is 
likely to reach the U.S. market sometime in 1986. The GM/Daewoo 
venture includes auto parts, an area that has attracted several 
other U.S. firms interested in joint venture production in Korea. 


Construction: The domestic construction industry, another major 
user of Korean steel, is still not expanding as rapidly as it did in 
early 1983, when it was the leading factor in Korea's strong 


economic growth. Tight money has stabilized domestic construction 
at 1983's record levels; after a 21 percent jump in real terms 
during 1983, it fell back 0.1 percent during 1984. There are signs 
of a glut in office space, especially in the Seoul area, but there 
also appears to be substantial pent-up demand for urban housing that 
could again provide a strong domestic stimulus to the economy in the 
next few years. New overseas construction orders, at $6.5 billion 
in 1984, were well below the $10.4 billion recorded in 1983, as 
declining prices and demand for Middle East oil continue to depress 
what had been a very good market for Korean construction firms. 
1984 receipts from overseas construction were about $1.7 billion, 
down from about $1.9 billion in 1983. 


Agriculture and Forestry: Production of rice and other field crops 
rose in 1984 because of good weather, heavy fertilizer use, and 
improved technology. Expansion of livestock industries slowed from 
the rapid growth rate of the early 1980's, and tree crop harvests 
fell considerably below record levels set in 1983. Limited land 
area and small individual landholdings, a variable climate, and the 
aging of the farm labor force all make rapid, substantial increases 
in total output unlikely, and rural industry is developing slowly, 
so high domestic price levels are likely to bear most of the burden 
of assuring adequate farm income for some time to come. 
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The total volume of Korea's agricultural trade grew in 1984, with 
larger imports of cotton, leather, hides and skins, furskins, 
tallow, soybeans and feed ingredients. An increase in trade with 
China cost the United States a substantial share of its Korean corn 
market, as did heavy imports of Australian feed wheat. Beef cattle 
imports ceased early in 1984, and imports of beef for general 
consumption were suspended later in the year. The demand for 
softwood logs declined as a result of depressed conditions in the 
plywood industry. Little progress in agricultural market 
liberalization took place during the year, except for the decision 
to allow importation of lemons and limes. 


Demand for agricultural imports in the traditional areas (feed 
ingredients, oil and oilseeds, inputs to textile and garment 
industries) is expected to be ‘strong in 1985. Competition, 
particularly from Asian suppliers, will make it difficult for the 
United States to hold its current 52 percent agricultural import 
market share. Import substitution is still a major goal of 
agricultural development programs. During 1985 the government hopes 
to avoid an increase in feedgrain imports through use of locally 
produced grains, forage crops, and agricultural wastes and through 
controls which are being established to discourage rapid expansion 
of the swine and poultry industries. 


Textiles and Footwear: Although these two light industries have 
long been export mainstays, in recent years Korean price 
competitiveness has been steadily eroded by lower cost producers, 
such as the Peoples Republic of China. Textiles' share of total 
Korean exports continues to decline slowly, from 27 percent in 1980 
to 23 percent in 1984, while footwear's share has remained at about 
5 percent. Nevertheless, Korea's textile exports grew 15 percent 
during 1984 to $6.7 billion, while footwear exports grew 9 percent 
to $1.3 billion. Export volumes and values to the U.S. grew more 
Slowly up: 10 percent to 2.2 billion in textiles and up 7 percent to 
$945 million in footwear. There are significant opportunities for 
U.S. makers of textile manufacturing equipment and petrochemical 
feedstocks, as Korea attempts to preserve its competitiveness in 
textiles for as long as possible. 


Tourism: Over the past decade, Korea's tourism industry has grown 
in sophistication as industry revenues, expenditures, and numbers of 
foreign tourists have all steadily increased. In 1984, industry 
revenues were $670 million, with approximately 1.3 million foreign 
tourists visiting Korea. Still, Korea is not yet as popular a 
tourist destination as the Korean National Tourism Corporation (a 
government corporation) believes it can and should be, and the KNTC 
is encouraging development of hotel and other tourist facilities in 
anticipation of growing international interest, particularly around 
the time of the Asian and Olympic Games in Seoul in 1986 and 1988, 
respectively. The estimated 10,000 additional rooms that will be 
needed by 1988 are either under or approved for construction, and 
several existing hotels are being remodeled. 
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There are significant opportunities for American exporters of hotel 
products, investors, and hotel chains interested in management or 
franchise contracts. 1984 imports of high quality food products for 
the hotel trade were about $15 million, and imports of other 
supplies and equipment were about $5.4 million. Both figures are 
expected to increase steadily, despite strong incentives to use 


local (Korean) products wherever possible to conserve foreign 
exchange. 


IV. IMPLICATIONS FOR UNITED STATES BUSINESSES 


Export Market: Korea is America's seventh largest trading partner, 
and its fifth largest market for agricultural exports. It continues 
to offer good business opportunities to American exporters. Strong 
demand will continue for U.S. industrial raw ‘materials, heavy 
machinery, electronics, and scientific products with a_ high 
technology content. Korean manufacturers recognize the need to 
upgrade the quality of their products, especially those destined for 
export, and will need more advanced production equipment to do so. 
U.S. firms can compete very effectively here for sales of products 
such as medical equipment and supplies, telecommunications 
equipment, analytical and scientific instruments, electronic 
components, food processing and packaging equipment, industrial 
controls, special machine tools, and special-purpose computers and 
peripherals. Aggressive marketing and strong after-sales service 
are a must in this significant market only a few hundred miles from 
Japan. Korea will continue to be a major market for U.S. 
agricultural commodities, and industrial materials such as coal, 
chemicals, scrap metals, logs and lumber. 


Major Projects: The Korean Government continues to foster rapid 
expansion of infrastructure facilities in Korea, some of which are 
open to participation by U.S. firms. Areas of special interest to 
U.S. firms include engineering services and equipment in water 
treatment facilities and solid waste management, steel, tele- 
communications, and nuclear and other power plants. U.S. companies 
should be aware of the need for in-country representation tc be well 
positioned to win major contracts in Korea. The Korean Government 
generally requires, for example, that foreign firms be associated 
with Korean engineering firms when bidding on Government projects. 
Thus U.S. firms would be well advised to develop effective ties with 
Korean counterparts prior to the formal announcement of such 
projects. 


U.S. Investment: Prospects for U.S. investment appear to be very 
good and improving. The most promising areas at this time are 
electronics, automobile parts, and medical equipment. One large 
U.S. automaker has worked out a joint venture to supply parts and 
assemble cars for the U.S. and other markets, including Korea, and 
others are reportedly considering doing so. Similar opportunities 
for production for world markets are available in electronics, 
especially in semiconductors and computers. The revised Foreign 
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Capital Inducement Law (FCIL) provides automatic approval for all 
joint ventures in areas not on the negative list with up to 

$1 million in foreign equity and up to 50 percent foreign 
ownership. These levels are expected to increase as Korea gains 
experience with automatic approvals under the new FCIL. 





You might be, if you don’t have current, up-to-date in- 
formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 
YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 


EXPORTING you need to succeed in overseas business. 
BLINDFOLDED? \inssce scale nian on ores ait a 


investment conditions and opportunities. They'll bring 
you the latest marketing information on countries offering 
good potential as sales outlets for U.S. goods. You'll find 
information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

® population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 
twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in more than 100 countries. This series is essential 
for analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 


@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 

@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 

@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 


U.S. Department of Commerce e International Trade Administration 
ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


Credit Card Orders Only 
Enclosed is $___ OD check, ae: 
OC money order, or charge to my Total charges $_________ Fill in the boxes below. 


Deposit Account No. Credit 


ates cadNo. LLITITITITIIIT IT IT) 

MasterCard ee 
Expiration Date 

ia Month/Year 8 


Enter my subscription to: (] Overseas Business Reports $26 per year ($32.50 overseas) For Office Use Only 
0 Foreign Economic Trends at $70 ($87.50 overseas) ____ Quantity Charges 
Company Name Enclosed 


To be mailed 
Subscriptions 
Postage 
| Foreign handling 


MMOB 
City State ZIP Code 


| | thd | | OPNR sosserces sues esa 


(or Country) UPNS 


| | Discount 


PLEASE PRINT OR TYPE Retund 


Individuals Name—First Last 


Street address 








